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A summary of the Budget 

                         2011
  Income tax and allowances

Merger of income tax and national insurance

Corporation tax 

  Capital gains tax  

  Inheritance tax      

  Enterprise Investment Scheme/Venture Capital Trust 

  Life assurance 

State Pensions

Registered Pension Schemes

Other employee benefits

  Individual Savings Accounts

  The detail

Income tax and allowances 

The following income tax rates and allowances are all as previously announced.

Income tax rates

                                Taxable income 2011/12

                        

Up to £2,560

£2,561 to £35,000

£35,001 to £150,000

Over £150,000


Savings income


Dividends
Non-Savings income


         10%       

         20%

         40% 

         50%


     10%

    10% 

    32.5%

    42.5%


          20%

          20%

          40%

          50%



Non-savings income is taken as the bottom layer of income, then savings income, with dividends as the top layer, so that a person whose non-savings income exceeds their personal allowance by £2,560 or more gets no benefit from the 10% rate.

  The rate of tax for trust income, outside the annual £1,000 basic rate allowance, will be

  42.5% for dividends and 50% for other income.
  Income tax personal allowances

 Income tax allowance
2010/11
2011/12

Personal allowance¹ (age under 65)
6,475
7,475

Personal allowance¹  (age 65 to 74)
9,490
9,940

Personal allowance¹  (age 75 and over)
9,640
10,090

Income limit for under 65 personal allowance
100,000
100,000

Income limit for age-related allowances
22,900
24,000

Married couple’s allowance ³ (age 75 and over) – maximum amount
6,965
7,295

Married couple’s allowance  - minimum amount
2,670
2,800

Blind person’s allowance
1,890
1,980

  ¹   The personal allowance will be reduced by £1 for every £2 earned above £100,000 

    2    These allowances reduce where the income is above the income limit for age-related allowances (£24,000) 

              by £1 for every £2 of income above the limit until they reach the level of the personal allowance for those aged 

          under 65. 
  3    Tax relief given at the rate of 10%

  4    This is also the maximum relief for maintenance payments where at least one of the parties is born before 
        6 April 1935

      The personal allowance for under 65s will increase by a further £630 to £8,105 from 6 April 2012. The threshold for higher rate tax will also be reduced by £630, to £34,370.

The Chancellor also said that the 50% rate of income tax is a “temporary” rate and will be reviewed.
Merger of income tax and National Insurance

The Chancellor announced that there will be consultation on merging income tax with National Insurance. This may take many years to implement. It was confirmed though that the new “merged” rate(s) of income tax resulting from this would not apply to pensions, investment income or to taxpayers above state pension age.

Corporation tax

The main rate of corporation tax will fall from 28% to 26% from 1 April 2011. This is 1% lower than had been previously announced. This rate will fall by a further 1% a year over the next three years, to 23% from 1 April 2014.

Capital gains tax

The annual CGT exemption will increase from £10,100 to £10,600 with effect from 6 April 2011.

The lifetime limit of gains for Entrepreneurs’ Relief is to increase from £5m to £10m from 6 April 2011.  

Inheritance tax

The inheritance tax allowance remains at £325,000. It was previously announced that this allowance will be frozen at this level until and including the tax year 2014/15.

A new measure to encourage charitable bequests has been introduced. The estates of those who leave at least 10% of their net estate to charity will benefit from a 10% reduction in the rate of inheritance tax, from 40% to 36%.   

Regulations have been laid to bring inheritance tax, as it applies to transfers of property into trust, within the regime for disclosure of tax avoidance schemes. The regulations come into effect on 6 April 2011. 
Enterprise Investment Scheme (EIS)/Venture Capital Trust (VCT)

Various incentives are being introduced, subject to State aid approval, to encourage further investment into EISs and VCTs, from 6 April 2011, including increasing:


· The rate of EIS income tax relief from 20% to 30%.

· The threshold limits, for both types of investment, to fewer than 250 employees and to the company have less than £15m of gross assets before the investment.

· The annual amount that an individual can invest under an EIS, to £1m.  

Life Assurance 

Life assurance premium relief (LAPR)

Following up a recommendation from the Office of Tax Simplification, the Chancellor announced that LAPR is to be abolished. There will be further consultation before implementation, for which no date has been fixed.

Life company taxation

It was also announced that the ‘I minus E’ tax basis will no longer be available to life assurance companies for protection business written after the end of 2012. The definition of protection business is yet to be consulted on.

State Pensions

The Chancellor announced a commitment to introduce a single tier state retirement pension of £140 per week. It was indicated that this would take some time to implement and that people already receiving state pension would not benefit.

The increase in state pension age to 66 will take place from 2020 as scheduled. The Chancellor hoped to obtain cross-party agreement to a future mechanism which would increase state pension age in line with increases in longevity.

Registered Pension Schemes

Announcements in this area were largely confirmation of proposals which had already been the subject of consultation.

Annual allowance 

The Annual Allowance for pension contributions was confirmed at £50,000, with any unused allowance (provided the individual is a contributing pension scheme member and capped at a maximum of £50,000 p.a.) from the 3 previous years being available to cover any excess contributions.

Where a tax liability of more than £2,000 arises due to the Annual Allowance being exceeded (with all available unused allowance having being utilised), the pension scheme member will have the right to elect for the Pension Scheme to pay the tax liability with a corresponding adjustment to their future benefits (Scheme Pays).

Lifetime Allowance 

The Lifetime Allowance will be set at £1.5m from 6 April 2012. The Treasury will be given power to increase this by Order in later years.

Transitional provisions will protect people building up their pension savings in expectation of the Lifetime Allowance remaining at £1.8m. If an individual has pension savings of over £1.5m, or they believe their pension pot value will exceed £1.5m without any further contributions, they may elect by 6 April 2012 to protect this position (i.e. receive a personal Lifetime Allowance of £1.8m). But after that election they will not be able to make any further pension contributions to any registered pension scheme or be active members of any defined benefit scheme.

Annuitisation

The requirement to annuitise by age 75 will be totally removed. This will become law when Royal Assent is given to the 2011 Finance Bill but will be retrospective to 6 April 2011. 

Contracting out

As a consequence of the proposed merger of National Insurance Contributions and income tax, Government proposes to abolish contracting out through defined benefit schemes. No date for this has been given. (Contracting out under defined contribution arrangements is already due to cease from 6 April 2012.)

Employer asset-backed pension contributions 

The Government proposes to limit the amount of tax relief available to employers when they make asset-backed contributions to their defined benefit pension schemes. The aim is that the tax relief accurately reflects the increase in fair value of pension plan assets. Consultation will take place over the next few months but legislation will only appear in the 2012 Finance Bill.

Other Employee Benefits

Disguised Remuneration

The Finance Bill will include legislation to tackle arrangements which seek to avoid or defer the payment of income tax or National Insurance contributions due on employment income or avoid restrictions on pension tax relief. Pension savings already within such arrangements will however be protected.

Employer-Financed Retirement Benefit Schemes: Life Assurance Premiums

In line with the proposed abolition of LAPR, the Government intends to abolish tax relief on life assurance premiums paid by employers under employer-financed retirement benefit schemes after 2012. A consultation on this will occur first.
Individual Savings Accounts (ISAs)
As previously announced, the annual ISA investment limit has been increased to £10,680, of which up to £5,340 may be placed in a cash ISA, from 6 April 2011.  

In October 2010, the Government announced the introduction of “Junior ISAs”. It is expected that the first Junior ISAs will be available from Autumn 2011 for any UK-resident child who does not currently hold a Child Trust Fund.

The annual ISA subscription limit will be increased on an annual basis by reference to the consumer prices index (CPI) from the 2012/13 tax year instead of the retail prices index (RPI).
The Detail  

Full details of tax rates, allowances and national insurance contributions for 2011/12 have been published in HMRC’sTax Rates and Allowances Budget 2011 .
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